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Casting and Break - even analysis 


No. 1 


/ The sales department expected to sell 800,000 units per 
year of a new product. 1 lircc different methods are suggested 
and the cost of each is as follows: 



Method A 

Method B 

Met li oil C 

Cross weight 

Kg/pa rl 

3 ' 

4 

3.5 

Net weight 

Kg/part 

2.5 

3.5 

3.1 ; 

Material Cost 

Kg/p a r! 

25 

25 

26 

Scrape Cost 

L.K./ton 

3 

3 ^ 

2-5 

Production rate 

L.K./ton 

J 00 

20D 

100 ^ 

1 „nbour ( ost 

Part/ton 

0.3 

0.2 

tV. 1 5 

1 1 it Jfcdsetliiig ex lenses 

i«r« 

12 

IS 

1 6 

IJJ V\|K MM'S 

I,.K. 

2 

4 . 

1 

even t2tMtpm< 



- 


SjHvial tools price 

L.E. 

3 6 

12 

15 


(.’eiieral overheads 200% of labour cost, assume that 
special tools are depreciated on tun years oil two years, 
< house the best method of production. 



No. 2 


PHI. A 

A. company has for many years maintained the selling 
price of Us products of 4 L.E. /unit. Increasing costs have 
,madc the manager wonder whether the historical unit sales 
price of L.E. 4 should be changed. Costs have met cased as 

follows:- 

- Material cost lias risen from L.E 0.8 to L.E. 0.0 pci 

- Labour cost has risen from L.E. 1.12 to L.E. I--' P« ll11 "- 

. Variable factory overheads have risen from L.E. 0J2 to 

L.E. 0.4 per unit. 

. Variable selling and adimaistrativc expenses have risen 

25% approximately L.E. 0.0-1 per unit. 

. rixed overheads h»vc increased from L.E 1 20.000 to I ..E. 

160.00(1 pci years. 

. Vised selling and administrative expenses have risen I mm 

I ..K. 40,000 to L.E. 60.000 per year. 

a) lf „ lt . company was operating at its full capacity (200,000 

units per year) during the hist year, how much was the 

■¥ 

annual total net profit? 

h) Determine the new break-even point, and comment on the 
possibility of such volume of production. 
c ) By how much should the selling price be increased to 
brcul^tvcii ^ 1 1 li llic total cost at t!ic past brcuk^cvcn 


volume? anil how much is the total annual net profit in this 
ease if the company was still operating at its full capacity. 


ft 
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A company is considering the advantages of automating 
a part of their production line. 


1 Total sales ^ 

X 40,000,000 

Direct labour 

S 1 2,000*000 

Indirect labour 

$ 2,000,000 1 

, Direct material 

S 8,000,000 

Depreciation 

S 1,000,000 

laves 

$ 500,000 

Insurance 

$ 400,000 

Sales cost 

S 1 ^00,000 

i Total expenses 

j s 25,400,001) 

Net profit 

S 1 4, (>00,000 

- . i 


1 1 ) 0,000 units. The production manager believes that with 
iim , additional investment of $ 5,000,000 he can reduce 
variable cost by 30%. The same production volume would be 
maintained. Using of five-year, straight line depreciation 
(that is $ 1,000,000 per year), construct a break even chart. If 
Che company inserts an a 20% return on its investments, 
should they auto mute? 


3 


